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REPORT ON THE FINANCIAL STATEMENTS 
introduction 

Lhinrrnmni!^H\''f Statements of uMtshezi Municipality 

Iw cS f statement and cash 

nXin ^ er\6e6, and a summary of significant accounting 

polices other explanatory notes, and the accounting officer’s report, as set oui 
on pages [j to [j , 

Responsibility of the accounting officer for the financial statements 

2. The accounting oRloer Is responsible for the preparation and fair presentation of 
hese financial in accordance with the entity-specific basis of accounting, as set out 
n accounl^g policy 11 to the financial statements and in the manner required by 

Finance Management Act, 2003 (Act No. 56 of 

■ designing. Implementing and maintaining Internal control relevant to the 
preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error 

“ selecting and applying appropriate accounting policies 

making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Republic of South Africa 1996 
read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and 

section 126(3) of the MFMA, my responsibility is to express an opinion on these 
financial statements based on my audit. 

I conducted my audit in accordance with the International Standards on Auditinq. 
Those standards require that 1 comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance whether the financial stLments 
are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor s judgament including the assessment of the risks of material mLtatement 
of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to desiqn audit 
procedures that are appropriate in the circumstances, but not for the puroose of 
expressing an opinion on the effectiveness of the entity's internal control. 


4. 


5. 
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6. An audit also includes evaluating the: 

• appropriateness of accounting policies used 

• reasonableness of accounting estimates made by management 

• overall presentation of the financial statements. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Basis of accounting 

8. The muntcipatity's policy is to prepare financial statements on the entity specific 
basis of accounting as set out In accounting policy 1 .1 

Basis for qualified opinion 

9. Leave provision 

In terms of section 7(4) of SALBC agreement leave accumulated subsequent to 1 
January 2004 may be accumulated to a maximum of forty-eight (48) days. However, 
it was noted that employees have accumulated more than 48 days and leave 
provision was calculated on the total leave balances although some balances were 

more than 48 days resulting In leave provision and accumulated deficit beina 
overstated. “ 


10. Debtors 

Included In current debtors Is the amount of R4, 7 million due by Uthukela District 
Municipality. However, this amount was not disclosed In the annual financial 
statements of the ^strict Munic ipalltv as the amount Is currently In dispute. 

Qualified opinion 

1 1 . In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements of uMtshezi Municipality as at 30 June 
2007 and its financial performance and cash flows for the year then ended have 
been prepared, in all material respects, in accordance with the basis of accounting 
as set out in accounting policy note 1 .1 and in the manner required by the MFMA. 


OTHER MATTERS 

I draw attention to the following matters that are ancillary to my responsibilities in the 
audit of the financial statements: 


12 . Non-compliance with applicable legislation 


12.1 Budget 

In terms of section 15 of the MFMA a municipality may only incur expenditure in 
terms of the approved budget and within the limits of the amounts appropriated for 
the different votes In an approved budget. However, it was noted that the budaet 
was exceeded by R6, 5 million. 
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12.2 Fraud prevention plan 

Section 62 of the MFMA requires the accounting officer to ensure that the 
rnunicipality has and maintains effective, efficient and transparent systems of 
financial risk management. However, there was no fraud prevention plan in place 
to prevent and detect fraud and to mitigate specific fraud risks during the year 
under review. ^ ^ 

12.3 Overtime management 

In terms of the section 10 of the Basic Conditions of Employment Act, 1997 (Act 
No. 75 of 1997) an employer may not require or permit an employee to, inter alia 
work overtime except in accordance with an agreement and to work more than 10 
hours overtime a week. However, it was noted that some employees worked more 
than 40 hours per month overtime. 


13. Matters of governance 


13.1 Internal audit 

Section 165 of the MFMA requires the municipality to establish an Internal audit 
funct on. However, the following short comings with respect to the internal audit 
function were noted: 

• An internal audit charter was not in place. 

■ No annual Internal audit plan was prepared. 

• There were limited audits conducted during the financial year. 

• No annual internal audit reports were Issued during the year. 

13.2 Audit committee 

In terms of SI 66 (2) of MFMA, each municipality must have an audit committee 
unless there is a single audit committee established as per section 166 (6). 
However, there was no effective audit committee In place for the year under 
review. ^ 


14. Supply chain management 

The municipality did not comply with sections 112 and 115(b) of the MFMA and 
regulation 7(1) of the supply chain management regulations as the municipality has 
not established a supply chain management unit. Consequently, all the duties of the 
supply chain management unit were performed by the finance section. 


1 5. Material corrections made to the financial statements submitted for audit 
The financial statements, approved by the accounting officer and submitted for audit 
on 31 August 2007, have been significantly revised in respect of the followlna 
material misstatements Identified during the audit: 

• Accruals were not raised for various expenses, this had the effect of understatina 
creditors and expenses by R5,84 million. 
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Expenditure not yet incurred was incorrectly accrued resulting in fixed assets and 
expenditure being overstated and bank being understated by R686 954 . 

A provision was not created for a long outstanding debtor. This resulted in 

uTdeSd by 


16. Internal control 

Section 62(1) (c) (i) of the MFMA states that the accounting officer must ensure that the 
municipality has and maintains effective, efficient and transparent Systems ^ 

nianagement and internal control. The table below depicts root ^uses of 
the matters Indicated, as they relate to the five components of internal control. In some 
instances deficiencies exist in more than one internal control component. 
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17. Unaudited supplementary schedules 

The supplementary information set out on page D does not form part of the financial 
statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion on It. 


OTHER REPORTING RESPONSIBILITIES 


Reporting on performance information 
1 8. 1 was engaged to audit the performance Information. 


Responsibility of the accounting officer for the performance information 

induri? f f nn Of a municipality must 

include he annual performance report of the municipality prepared by the 

ZoS Sysfoms Act, 
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Responsibility of the Auditor-General 

20. 1 conducted my engagement in accordance with section 13 of the PAA read with 
anSlon “^^5 May 2007 

21.1n terms of the foregoing my engagement Included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. ^ 

sufficient and appropriate to provide a 
basis for the audit findings reported below. ^ 

Audit findings (performance information) 


f 


23. Non-compliance with regulatory requirements 


No reporting of performance information 


Annual performance report of the municipality prepared In terms of section 46 of the 
MSA, was not produced for audit purposes. 


Existence and functioning of a performance audit committee 

The municipality did not appoint and budget for a performance audit committee. 

Internal auditing of performance measurements 


The municipality did not develop and implement mechanisms, systems and orocesses 
for auditing the results of performance measurement as part of its Interna! auditina 
processes as required in terms of section 45 of the MSA. ^ 



APPRECIATION 


24. The assistance rendered by the staff of the uMtshezI 
sincerely appreciated. 


Municipality during the audit Is 


Pietermaritzburg 
30 November 2007 



auditor. GENERAL 
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The Accounting Officer Reference: 21448REG06/07 

uMtshezi Municipality Enquiries: Mr S Mnguni 

P.O.Box 15 Date: 30 November 2007 

ESTCOURT 
3310 


REPORT OF THE AUDITOR-GENERAL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF uMTSHEZI MUNICIPALITY FOR THE YEAR 
ENDED 30 JUNE 2007 


1 . The above-mentioned report of the Auditor-General are submitted herewith in terms 
of section 21(1) of the Public Audit Act, 2004 (Act No. 26 of 2004 read in conjunction 
with section 188 of the Constitution of the Republic of South Africa, 1996 (Act No. 
108 of 1996) and section 121(3) of the Municipal Finance Management Act, 2003 
(Act No. 56 of 2003)(MFMA) 

2. In terms of section 121(3) and 127(2) of the MFMA municipalities have to include the 
audit report in the municipality’s annual report for tabling within seven months after 
the end of the financial year. 


3. Until tabled as required by section 127(2) the report is not a public document and 
should therefore be treated as confidential. 


4. As your municipality/municipal entity will be responsible for publishing the attached 
audit report as part of the annual report, you are required to do the following please: 

• Submit the final printer’s proof of the annual report (which includes the audit 
report) to Mr N. Barron (Audit Manager) of the Auditor-Genera! for verification of 
the audit-related references before it is printed or copied. Special care should be 
taken with the page references in your report, since an incorrect reference couid 
have audit implications. 

* The signature at the end of the hard copy of the audit report should be scanned 
in when preparing to print the report. The signature Auditor-Genera! in the 
handwriting of the auditor authorised to sign the audit report, as well as the place 
and date of signing and the logo should also appear at the end of the report, as 
in the hard copy that Is provided to you. The official logo and the authorised 
signature will be made available to you In electronic format. 
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5. Please notify the Senior Manager well in advance of the date on which the audit 
report, or the annual report containing this audit report, will be tabled at the 
municipality. 

6. Your cooperation to ensure that ail these requirements are met would be much 
appreciated. 

7. Kindly acknowledge receipt of this letter. 


Yours sincerely 


Signed 



Senior Manager: [KZN 3] 


Enquiries: Sandile Mngunl 
Telephane: (033) 264 7400 
Fax: (033)2647686 

Email: sandllem@ag8a.co.za 
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